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MEMORANDUM

To: Honorable Mayor Romero and Council 2“4e Q/ers

From: Michael J. Ortega, P.E., City Manageyr

Subject: FY 23/24 Recommended Budget

| am pleased to present the City Manager's Recommended FY 23/24 Operating and
Capital Budget. This memorandum provides a comprehensive overview of the budget.
The recommended budget is built on several key concepts: long-term financial stability
and sustainability, strategic investment, staffing and compensation plan, and service
delivery.

Long-term Financial Stability and Sustainability. The Mayor and Council’s leadership and
strategic focus on ensuring the operations and corresponding revenues are sustainable in
the long-term has resulted in the City’s strong financial position. In the current economy,
this requires an increased focus on aligning ongoing expenses with ongoing revenues and
the intentional management of one-time dollars through strategic planning and
investment. The work of the past several years has given us the flexibility to plan
proactively, respond intentionally to a changing environment, and adjust our current year’s
expenses and future investments accordingly. The 5-year plan is a critical component of
both our current year and future year financial planning.

Strategic Investment. FY 23/24 includes the continuation of the $231.6 M 5-year
Investment Plan. The Investment Plan, adopted as part of the FY 22/23 Budget, is an
intentional spend down of fund balance to address many of our needs and achieve
strategic investments in our community. This funding is the direct result of the Mayor and
Council's strategic financial decisions and direction over the past several years. The plan
includes targeted and flexible programming to benefit the community including the
strategic reinvestment in community safety, climate action, beautification, entryways, art,
history, heritage, and culture as our community continues to recover from the pandemic.
It also includes the continued investment in public safety equipment, vehicles,
apparatuses, facilities, and collector streets as Proposition 101 Tucson Delivers ends, all
of which the City committed to for five years. The details of the complete Investment Plan
are provided in this Communication.

Staffing and Compensation Plan. As discussed in detail at the Mayor and Council retreat
and emphasized throughout the budget process, staffing remains one of our top priorities.
The challenges around vacancies and recruiting require an intentional investment to shore
up our internal services, Human Resources, Business Services, and Information
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Technology. You will see this priority is reflected in the budgets for these departments
with allocated funding for positions and innovation in service delivery that will provide the
departments much-needed funding with the flexibility to pivot as necessary while finding
the right solutions for our challenges.

We continue to invest in our employees as our greatest asset. My FY 23/24
Recommended Budget includes the first step towards a market-driven compensation
structure. This new structure is designed to attract and retain employees. The plan offers
fair and competitive wages and aligns with our budget and organizational success. Any
employees under the minimum of their pay band after implementation will be brought up
to the minimum with the first full pay period in July 2023. The impact of this is distributed
amongst the funds and departments and is estimated at $1.1 M including pension and
FICA to the General Fund. We will be bringing the full plan back to Mayor and Council for
your consideration at a future meeting.

Mayor and Council recently approved an amendment to the Tucson Code to provide
authority for the employment of nonimmigrant workers with employment-based visa
status. This change will help the City address staffing needs across the organization in
filing our vacant, hard-to-fill positions.

As | outlined late last calendar year, my intent is to continue to remain competitive in
compensation for employees. To that end, built into the FY 23/24 Recommended Budget
is a 3% wage increase for all employees, with commissioned line officer/police receiving
an additional 2%. The estimated impact of this increase to the General Fund is $15
M. These wage increases are consistent with our commitment to be at or above market
and an employer of choice in our community and region. As previously noted during the
Mayor and Council retreat, we are going into FY 23/24 with significant vacancies. We will
focus on evaluating every vacancy; rethinking our positions, our work, and the
community’s need; and providing flexibility for innovative solutions around our vacancies
and service delivery.

Service Delivery. FY 22/23 brought unprecedented growth and investment Citywide,
with 206 new Full-Time Equivalents (FTEs) and $72 M in approved programmatic
supplementals, including $53.6 M in the approved Investment Plan, and just under $10 M
each in ongoing and onetime supplementals. In many areas, challenges related to supply
chain delays, and human capacity, both internal and in the community, delayed program
progress this year. The FY 23/24 Recommended Budget focuses on targeting resources
to deliver on the City’s previous commitments and planned investments.

Leadership - The City's ability to meet the community's needs and deliver on our
programming is the combined effort of every City employee. Accountability for that
starts and ends with the City’s leadership. FY 23/24 will see the fruition of new
leadership in Human Resources (Suzette Yaezenko), Business Services (Angele
Ozoemelam), Information Technology (Chis Mazzarella), and Planning and
Development Services (active recruitment). These Departments are critical to service
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delivery and their leaders will bring a new perspective and innovation to our challenges
and opportunities in FY 23/24 and beyond.

Internal Services - Internal Services are the backbone of our organization. Moving
people in, around, and through our organization; contracting, financing, budgeting, and
insurance; computers and equipment, software, web services, and cybersecurity, are
all examples of the internal services that our public safety, public works, community
development, and all departments rely upon to be effective. During the 2008
recession and the years following, the Departments that provide these services,
Business Services, Human Resources, and IT were scaled back significantly as
community programming was limited to core services. Keep in mind however, that
since that time, these core service functions like public safety and public works had to
develop their own internal service capabilities to ensure operations continued. This
approach, although important, is not the most efficient way to accomplish these
fundamental internal service tasks. As the City became able to grow programming and
external services, internal services were not proportionately grown to support them.
City programming and services have continued to grow at a pace that has outgrown
our internal services. FY 23/24 will focus on strengthening these internal services to
provide a strong foundation and ensure the organization is in the best position to serve
our community.

Partners in Service Delivery - For the past several years the City has been intentionally
shifting from isolated department-based services to an integrated service delivery
model. My FY 23/24 Recommended Budget reflects the culmination of many of the
programs the Mayor and Council have established in recent years to provide seamless,
effective service to the community.

Investment in Housing. In a multi-departmental, multi-agency, and community
partner effort the City continues to invest in housing and homelessness. With the
Mayor and Council’s leadership, Housing and Community Development (HCD) will
continue to purchase property and rehabilitate housing units to prioritize housing
the unsheltered, expand the Thrive in the 'O5 zone, seek funding through the
Choice Neighborhoods Grant, and respond to homeless encampments with
humanitarian aid and services, site clean-up, and addressing health and safety risks.

Fare Free Transit Program. For three years, the City’s transit system has been fare-
free. This was made possible through federal funding for two years during the
pandemic and continued through one-time General Fund funding in FY 22/23.
Although we will be discussing strategies for addressing transit fares at the May 9
Mayor and Council meeting, the recommended budget has included a few
assumptions. Our partnership with TMC through the AHCCCS agreements will
benefit the transit system by $790 K. In addition, | have allocated $2M from the
existing Hotel/Motel surcharge to go towards this effort. My expectation is that
we will develop strategies to fund the Fare Free Transit Program through Dec 31,
2023. In addition, we expect the ongoing discussions with community partners will
enable this program to continue through the end of FY 23/24.
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Public Safety Alternative Response Initiative. The Mayor and Council have
committed to providing alternative response models to put the right work in the
right hands. This is evidenced in the annual growth of the Community Service
Officer workforce, the development of 311, and the implementation of the
Community Safety, Health and Wellness program.

We are working on a plan to further the expansion of the alternative response
initiative through the continued augmentation of sworn service delivery with
service-specific support positions filled by professional staff department members.
Tucson Police is suggesting the addition of 36 CSOs, who can respond to lower-
priority calls freeing police officers up to respond to hire priority calls; 20 new
Professional Staff Investigators (PSls), who will assist and supplement sworn
investigative staff without arrest powers; 20 new Experienced Non-perm Staff
(ENSs) in the roles of Instructors, Investigators, and Specialists; and 12 new
National Incident-Based Reporting System (NIBRS) Records Specialists, who will
allow the department to meet mandated federal crime reporting requirements. The
cost of the new positions would be approximately $6.3 M with one-time equipping
costs of $3 M. The plan would be funded by existing budget capacity, most notably
vacancy savings.

Modernization of Service Delivery. Providing the right technology and tools is
critical in providing effective and efficient service to the community. FY 23/24 will
bring the completion of many years of modernization of technology for the City.
Major systems across the City having been updated to provide better service which
include licensing and permitting software (EnerGov), contracting and solicitation
software (OpenGov Procurement), taxpayer assistance software (iGov), Microsoft
Outlook 365, MS Project, and finance and human resources software (WorkDay).
Bringing these systems together will allow the City to streamline processes, work
efficiently and effectively, and, paired with a new service-based website model,
provide more seamless service.

Equity - The Office of Equity hosted multiple workshops to guide departments on the
use of the Budget Equity Tool. Tucson’s Equity Budget Analysis (EBA) uses an equity
lens for departments to critically assess the impacts of program delivery and budget
decisions on marginalized populations. The EBA is designed to support departments
and decision-makers in better understanding key points and opportunities to advance
equity for all Tucsonans. EBA is a tool and a process that analyzes how departmental
requests benefit and/or burden underserved communities. This is year two of the
City’s use of the EBA and departments are progressing in their understanding and use
of the tool. There are five main priorities of the EBA: assess existing policies, programs,
and practices to identify any disparities or biases; develop new policies, programs and
initiatives that are more inclusive and equitable for all residents; allocate resources
equitably to ensure that programs are accessible to all residents; engage communities
to gain their input and ensure that programs meet their needs; and measure and
evaluate the impact of these programs to make necessary adjustments to ensure
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continued progress toward equity. The Office of Equity is preparing a report on the
FY 23/24 EBA and will bring the report to the Mayor and Council in May.

Additionally, the Office of Equity is supporting key long-term plans including the
Tucson Resilient Together climate action plan, Plan Tucson, and 2100 Water. These
plans are a reflection of the long-term priorities of the City and help guide our
programming.

This memorandum is broken into seven sections: FY 22/23 Overview, FY 23/24 Budget
Introduction, FY 23/24 Overview, General Fund Overview, Special Revenue Funds,
Enterprise Funds, and FY 23/24 and Beyond - Investment Plan. This memo is intended to
provide you with an overview of the various programs and initiatives we plan to explore
or implement as a part of FY 23/24 Budget.

I. FY 22/23 Overview

The status of our current budget is an important component of the City’s financial picture
as we prepare our budget for the coming year. Projections of current-year recurring
revenues are higher than ongoing expenditures by approximately $63.5 M. This number
consists of a combination of higher-than-expected revenues and lower-than-expected
expenses as outlined below. This is a reflection of a strong economy, generating projected
revenues of $695 M, while the recurring expenditures are projected to be $638 million.
This excludes one-time and Investment Plan programming as well as American Rescue
Plan Act (ARPA) funding.

In the end of FY 21/22, the City received the second tranche, $67.8 M, of our direct
allocation of $136.2 M in ARPA funding. In FY 21/22 the Mayor and Council approved a
4-year strategic framework to infuse the full ARPA allocation into the community over the
funding period.

FY 22/23 Revenues

Total revenues for the City continue to grow. In addition to the influx of revenue received
from the federal government in ARPA funding, the year-over-year revenue in the City's
General Fund has increased. Overall, we are projecting to exceed the FY 22/23 Revised
Budget by $23.5 M or 3.5% at $696 M. Table 1 FY 22/23 Revenue Projections reflects the
projections for the City’s top three revenue sources.

Table 1 FY22/23 Revenue Projections (in millions)

FY 22/23 FY 22/23 FY22/23 Budget to FY22/23 Budget to

. TR
Revenue Source Revised Budget Projection Projection $ Projection %
Increase Increase

Business Privilege Tax $286 $292 $6 2.2%
State Shared Income Tax 105 105 -
State Shared Sales Tax 75 81 6 8 %
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Business Privilege (Sales) Tax represents approximately 43% of General Fund
revenues. The FY 22/23 projection of $292 M reflects a 2.2% increase from FY 22/23
Revised Budget. Historically, the year-over-year growth rate of this revenue source
averages 3%. You may recall that the year-over-year increase in FY 21/22 was 8%. The
FY 22/23 projected increase is trending more towards historic growth rates than the
recent years’ drastic increases driven by the influx of federal funding to stimulate the
economy. However, the revenues have not stabilized to the point that we consider them
to be recurring. We will continue to evaluate incoming revenues for signs of stabilization
and recommend appropriate one-time expenses, based on volatility of the economy.

State Shared Income Tax represents about 12% of General Fund revenues. The FY 22/23
projection of $105 million reflects meeting the FY 22/23 Revised Budget. The State’s
2.5% flat tax law, passed in 2021, took effect January 1, 2023, a full year ahead of
schedule. The details of the changes to the State Shared Income Tax are provided in
Section IV. General Fund Overview.

State Shared Sales Tax represents about 12% of General Fund revenues. The FY 22/23
projection of $81 M reflects an unanticipated $4 M refund (decrease) of taxes incorrectly
paid to the City from a large hotel outside of City limits. Without this refund (or the
associated annual revenues), we projected $85 M in State Shared Sales Tax. This increase
reflects a 13% increase from FY 22/23 Revised Budget. The revenues related to the
refund were sent to the City over a 5-year period and recovered by the State during the
month of January. Although the full refund is hitting in this fiscal year, the annual impact
is a net decrease of about $0.8 M (the average annual amount the City has been
erroneously receiving). Future projections will account for this change.

In FY 22/23, to date, the City has received local sales tax proceeds of about $2.2 million
from recreational marijuana sales and about $1 million from medical marijuana sales.
Additionally, the City has received about $1.8 million from the State due to the 16% state
excise tax, with these funds distributed on a quarterly basis. The revenues from the sales
of recreational marijuana are deposited to the General Fund and help support the police
and fire department budgets, including pension liability payments for the year.

Charges for Services. This category of revenues includes items such as planning and
development, emergency medical transport, park and recreation fees. Included in the
category is an administrative charge to the Water and Environmental Enterprise Funds, as
well as the Park Tucson and Highway User Revenue Funds (HURF). This charge covers the
cost of General Fund central support services provided to the business-type activities of
the City. The last time that the charge was updated occurred for the FY 14/15 budget.
Since then, many costs have increased, particularly for personnel, and programs changed
within the central services departments. The Business Services Department completed a
new assessment, so the charges are increasing by $3.5 million beginning in FY 23/24. The
charge to Park Tucson did not increase because of the revenue loss during the pandemic.
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The following table illustrates the increases.

Table 2 Indirect Cost Allocation Charge (millions)

Fund Cost Allocation Revised Cost Increase
(FY 15 base) Allocation
Environmental Services $3.9 $4.2 $0.3
Park Tucson 0.2 0.2 -
Water Utility 8.0 10.1 2.1
HURF 1.3 2.1 0.8
Totals $13.4 $16.6 $3.2

While the projections for FY 22/23 and the draft budget for FY 23/24 remain positive, we
are primed to quickly adjust based on changing circumstances and will continue to closely
monitor both revenues and expenses for any sign of a need to adjust.

The City's revenues are based on many factors outside of the City's control including sales
tax collections and state-shared revenue. The pandemic upended some standard
economic rules with an influx of stimulus dollars to businesses and households. Some of
the growth in sales tax revenues may be reflective of a one-time spike, versus growth that
will be sustained over time. Historically, we have seen an increase in sales tax of around
3% year over year. To mitigate the risk of lower-than-planned revenues, some of these
dollars have not been treated as recurring. Through the leadership of the Mayor and
Council, we continue to strategically invest in one-time expenditures.

FY 22/23 Expenditures

Overall expenditures for the City are on an upward trend; however, the FY 22/23
projected year-end of $632 M is still within the FY 22/23 Revised Budget of $638 M. The
total projected expenditures include an increase in operating transfers accounts of $14.7
M as reflected below.

Table 3 FY 22/23 Expenditure Projections, in millions

FY 22/23 FY22/23 Budget
Expenditure Category Revised FY.22/.23 to Projection $ FY.2 2/.2 3 I(?:udge.t to
Projection . Projection % Savings
Budget Savings
Personnel $398 $373 $25 6%
Services 94 96 -2 -2%
Supplies 28 31 -3 -10%
Operating Transfers - Out 59 74 -15 -25%

Personnel accounts for 62% of the General Fund budget. The FY 22/23 Budget included
206 new Full-Time Equivalents (FTEs), 41 of which are General Fund funded. As of
February 13, approximately 49 had been successfully recruited. Effective in December,
the Mayor and Council approved a 2% across-the-board pay increase for all but
commissioned police, a 7% increase for commissioned police officers, an 11% increase for
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commissioned police leadership, and $2.3 M in compensation increases to commissioned
firefighters resulting from the completion of the new Memorandum of Understanding with
the Tucson Firefighters Association. The FY 22/23 projection of $373 M for personnel
costs reflects a 6% savings from the FY 22/23 Revised Budget. The savings are attributed
to the current vacancy rate of 12% in the General Fund resulting both from the vacancy
of new FTEs and attrition of existing FTEs.

While program delivery has been delayed by supply chain issues and human capacity, both
inside the organization and externally, the cost for supplies and services has increased
significantly. Increases in costs in this area are primarily related to the implementation of
WorkDay, compressed natural gas prices, swimming pool chemicals prices and quantities,
and funding for the joint City-County effort to provide humanitarian aid to migrants and
asylum seekers. The City is anticipating reimbursement for the costs related to those
humanitarian activities under our agreement with Pima County.

Other Financing Sources (Uses)

Other financing sources and uses include a limited number of special transactions that are
used to account for non-operating revenues/receipts and expenditures/disbursements.
Included in this financial reporting category are operating transfers and proceeds from
debt transactions.

The Risk Management Trust Fund ended FY 21/22 with a $5.5 M deficit for public liability
and workers’ compensation. The annual revenues for the prior two fiscal years were not
sufficient to cover the costs of running the programs and the escalating claims.
Contributing factors to this increase include rising insurance premiums, Fire Fighter’s
Cancer Reimbursement Fund mandated funding, acquisitions of facilities, and housing
initiatives, such as purchasing land and buildings. The Industrial Commission of Arizona
has determined that the fund must have a positive fund balance that is continually funded
to cover the actuarial liabilities of the self-insurer. Because of the fiscal yearend deficit
and our projections for FY 22/23, there is a need to infuse cash to make the programs
whole. The FY 22/23 projection of $30 M reflects a $14 M increase over FY 22/23
Adopted Budget. We have transferred an additional $7.6 M to the Risk Management Trust
Fund from the General Fund and $6.5 M from other funding sources. For FY 23/24, we
will ensure that the Risk Management Fund is sufficiently funded going forward.

The General Fund will transfer $2.0 million to the Risk Management Fund for the vehicle
liabilities of transit services and $72.3 million to the Transit Funds for operating subsidies.
The Sun Link transfer is mainly increasing due to the end of the Regional Transit
Authority’s (RTA) commitment. For FY 22/23 the amount from RTA was $700k and will
be zero beginning in FY 23/24. The investment for Mass Transit is increasing because of
higher personnel costs (wages & health insurance). The FY 23/24 investment plan assumes
resuming the collection of fares.
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The increase to operating transfers significantly reduced our cash-carry forward and are
detailed in Table 4 below.

Table 4 Operating Transfers (millions)

Transfers Out: FY23 Revised FY23 Projections FY22/23 Budget to
Budget Projection Change
Risk Management Fund $20 $9.4 $7.4
Tucson Convention Center 4.0 3.8 -2
Mass Transit 48.3 55.6 7.3
Sun Link 4.8 5.3 0.5
Development Fee Funds 0.3 - -0.3
Totals $59.4 $74.1 $14.7

Il. Fiscal Year 23/24 Budget Introduction

The FY 23/24 Recommended Budget as presented is balanced, with proposed ongoing
revenue sources meeting or exceeding ongoing expenditures for all funds. However, while
State Shared Income tax is an ongoing revenue source, as we have discussed previously
$24 M of the expected revenues for FY 23/24 are essentially one-time revenues. This
speaks to an imbalance that will need to be addressed in FY 24/25. | am recommending
funding certain expenses from ongoing revenues as well as one-time sources, namely the
use of Cash Carry Forward (CCF). These expenses will be detailed in the Investment Plan
discussion below.

lll. FY 23/24 Overview

The General Fund is the main source of funding for most of our Charter-required services
and as such is the focus of the review and corresponding discussion. The General Fund
budget is structurally balanced, with ongoing revenues exceeding ongoing expenditures.

The Special Revenue Funds (SRF) and Enterprise Funds (EF) are also balanced. Park
Tucson, the revenues of which were heavily impacted by pandemic-related closures will
require a one-time infusion of $1.5 M from ARPA revenue replacement to come into
balance and is projected to be able to sustain operations without assistance in FY 24/25
and forward. We have used the same strategies for funding ongoing operations with
ongoing revenues while using one-time revenues such as fund balance or CCF for one-
time expenses as were described for the General Fund.

Multiple years of strategic and intentional decisions by the Mayor and Council have
provided flexibility across the organization to continue addressing employee retention and
compensation. Our pension and health insurance benefits are an important part of that
compensation and are significant budgetary concerns each year.

The Public Safety Personnel Retirement System (PSPRS) is budgeted at the actuarially
determined rate multiplied by pensionable salaries/wages or the actuarially determined
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annual amount, whichever is greater. For FY 23/24 the rates for PSPRS are 93.28% for
police and 76.58% for fire. The total amount of $123.8 M owed to PSPRS is split between
the General Fund ($88.1 M) and the Section 115 Trust ($35.7 M). The rates will continue
to increase over the next few years as the actuarial assumptions change. For FY 23/24,
the PSPRS Board adopted a reduced assumed earnings interest rate from 7.30% to 7.20%
and continued the decrease in the payroll growth assumption from 3.00% to
2.50%. Further information regarding the Section 115 Trust can be found under Special
Revenue Funds in this memorandum.

The City's Tucson Supplemental Retirement System (TSRS) employer contribution rate
remains at 27.5% of salaries during FY 23/24. The anticipated employee contribution rate
is expected to remain at 5.0% (Tier 1)/7.25% (Tier 2)/5.75% (Tier 3). The last time
employee rates increased was three years ago.

Our self-funded health insurance program will see an 8.3% increase in costs for FY 23/24.
The health insurance program was projected to realize an 8.9% increase in rates due to
industry trends (i.e., pharmacy, hospital, and provider cost increase) and the City's claims
history over the last 12 months. We have elected to change our deductible for stop loss
insurance and will assume a higher risk. This change reduces the 8.9% increase to
8.3%. Stop Loss insurance is a critical consideration for employers who self-fund their
medical plan benefits. It enables employers to enjoy the benefits of self-funding while
limiting the associated risk. Claim fluctuations due to an unexpected serious illness or
accident can significantly impact claims costs, cash flow as well as fund reserves. Stop Loss
is designed to limit an employer’s liability to a pre-determined amount for each covered
individual on the plan, per policy year and/or limit overall claim liability per policy year.
Additional information on the health care program has been provided to the Mayor and
Council as a separate agenda item.

The State forms that are legally adopted are included as Attachment A: State Forms.

IV. General Fund Overview

Revenues

Revenues. We are projecting an average 4% increase across our major revenue sources,
as detailed in Table 3. Although revenues have been consistent, it is critical at this time
that we remain diligent and focused on long-term sustainability.

Table 5 FY23/24 Recommended Budget (in millions)

Revenue FY23 Revised FY23 Projections FY24
Budget Recommended
Budget
Business Privilege Tax $285.9 $292.3 $302.5
Primary Property Tax 17.0 17.0 17.7
Public Utility Tax 25.9 27.2 27.8

Transient Occupancy 11.0 14.8 15.1
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Hotel/Motel Surcharge 7.0 8.5 8.6
Use Tax 174 154 15.7
State-Shared Income Tax 104.7 104.7 145.7
State-Shared Sales Tax 74.7 80.6 81.8
State-Shared Auto Lieu 28.2 28.2 29.3
Smart and Safe Arizona 3.0 3.0 3.0
Licenses and permits 31.9 34.9 34.0
Fines and forfeitures 6.4 4.6 5.9
Charges for services 47.1 53.1 56.8
Miscellaneous revenues 7.6 8.5 7.0
Transfers In 4.4 4.4 2.1
Totals $672.2 $697.2 $753

State-Shared Income Tax. FY 23/24 is the first year that the share of State income tax
distributed to cities and towns under the Urban Revenue Share (URS) program is
increasing from 15% to 18%. The increased sharing percentage was negotiated in relation
to the State moving to the flat 2.5% individual income tax rate, which became effective
on January 1, 2023. This change from a progressive income tax system, with increasing
tax rates for each bracket as income rises, to a new single rate that is lower than the
previous lowest rate, will significantly reduce the State's total income tax collections in
future years and in turn, reduce our URS distributions.

Increasing the sharing percentage from 15% to 18% serves to mitigate the impact the flat
tax will have on revenues and URS, but we still expect to see a net reduction in URS
distributions in future years. The increased sharing percentage was negotiated to
implement before the new flat tax rate and related annual income tax reductions which
will begin to affect URS distributions. The purpose of this was to provide cities and towns
with some additional funds for a brief time that can be used to ease the transition.

This single-year increase should be viewed as one-time money or as a cushion against the
expected drop in URS when the new income tax rate is in full effect (i.e., FY 25/26). We
are expected to receive $145.7 M from URS for FY 23/24 under the 18% allocation. We
would have received $121.4 M under a 15% allocation. Therefore, the difference of $24.3
M should be considered a one-time funding source. As you will recall, early estimates from
Arizona Center for Economic Progress project a $27 M annual negative impact to the City
from the flat income tax. Given our current information, the increase of $24.3 million will
not cover the potential loss of $27 million.

While the projections for FY 22/23 and the draft budget for FY 23/24 remain positive, we
are primed to quickly adjust based on changing circumstances and will continue to closely
monitor both revenues and expenses for any sign of a need to adjust.
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The proposed primary property tax rate is $0.4461 per $100 of assessed valuation, a
decrease of $0.0783 due to the decrease of the tort liability claims from $4,113,450 to
$1,098,500. The total amount of primary property taxes is projected to be $19,325,110
of which $18,226,610 would be General Fund revenue and $1,098,500 (the tort liability
assessment) would be deposited in the Self-Insurance Fund. The FY 23/24 primary
property tax budget accounts for a bad debt assumption of 4%.

Expenditures
While in recent years the City has seen a lot of programmatic and personnel growth, FY

23/24 will focus on service and program delivery. The single largest expense for the
general fund is personnel. The FY 23/24 Recommended Budget reflects significant
increases in personnel-based expenses for an increase of 16.5% over FY 22/23 Revised
Budget. Planned compensation increases, which also affect FICA and Overtime, are
compounded by increases to the rates for PSPRS, Health Insurance, Workers’ Comp, and
Public Liability, and have both an immediate and long-term impact on the City’s
expenditures. Table 6 details the ongoing expenditures included in the FY 23/24
Recommended Budget.

Table 6 FY 23/24 Recommended Budget Expenditures

Expenditure Category FY 22/23 Revised FY’22/.23 FY 23/24
Budget Projection Recommended Budget
Personnel $398 $373 $464
Services 94 96 102
Supplies 28 31 30
Operating Transfers - Out 59 74 73

Debt Service. The principal and interest payments from the General Fund are debt
payments on certificates of participation (COPs) and clean renewable energy bonds. The
COPs include the annual debt payment on the Section 115 Pension funding. The annual
debt service is reducing by $1.4 million; from the FY 22/23 amount of $56.5 million to
$55.1 million for FY 23/24.

Supplementals

As previously noted, the overarching goal of the FY 23/24 Recommended Budget is
service and program delivery. This requires a focus on shoring up our internal service
departments. Accordingly, there are significantly fewer recommended supplementals this
year with the intent of targeting the areas of the most need to provide the strongest
foundation for the City.

In relation to personnel requests, | am recommending adding a Deputy Director for Human
Resources and three support positions for the City Attorney’s Office. The total cost of
this recommendation is $360 K. As mentioned above, | am also reviewing an alternative
response initiative proposal that could result in 88 new non-commissioned FTEs. This
proposal would be budget neutral for FY 23/24.
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Table 7 provides a breakdown of the recommended non-personnel supplemental budget
requests. Included in the ongoing supplementals is $750 K for IT and $500 K for HR for
staffing vacancy and innovation contingency. These funds will help provide the
department Director’s flexibility to address their challenges and pivot quickly if necessary.
Included in the ARPA funding is support for El Portal and El Pueblo HCD programs. As a
reminder, the total amount of the Investment Plan is budgeted every year, providing us
the ability to use those funds for one-time departmental needs.

Table 7 FY23/24 Non-Personnel Supplementals (in millions)

Not Amount
Supplemental Category Recommended Recommended Recommended

Ongoing 16 34 $2.2
One Time 18 12 6.2
Investment Plan 50 - 34.5
ARPA 2 - 4.0

Totals 86 46 $46.9

Staffing Model

We are going into FY 23/24 with a significant number of vacancies. We continue to hire
but as soon as we make headway on filling positions, we have turnover in other areas of
the organization. It is a difficult cycle to maneuver through, but we continue to focus on
evaluating every vacancy; rethinking our positions, our work, and the community’s need;
and providing flexibility for innovative solutions around our vacancies and our service
delivery.

The full new market-driven compensation structure will be coming before Mayor and
Council for consideration. This new structure is designed to attract and retain employees.
The plan offers fair and competitive wages and aligns with our budget and organizational
success. This plan may cause current employees to be under the minimum of their pay
band. Those particular employees will be brought up to the minimum with the first full pay
period in July, 2023. The impact of this on the General Fund is $1.1 M.

The following table provides a look at the number of vacant positions in each department
as of March 2, 2023.

Table 8 FY23/24 Positions (as of 3/2023)

Department Filled Open Total
Business Services Department 174 32 206
City Attorney 84 7 91
City Clerk 16 11 27
City Court 102 15 117
City Manager 53 15 68
City Public Defender 31 1 32

Department of Transportation and Mobility 256 42 298
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Environmental Services 188 70 258
Fire Department 687 11 698
General Services Department 146 44 190
Housing and Community Development 141 24.5 165.5
Human Resources Department 62 9 71
Information Technology 101 20 121
Mayor and Council 41.75 6.75 48.5
Parks and Recreation 214 24 238
Pension/Fiduciary 11.5 1 12.5
Planning and Development Services Center 70 17 87
Police Department 1099 137 1236
Public Safety Communications 128 53 181
Water Utility 477.5 83 560.5

Total  4082.75 623.25 4706

Economic Development - Economic Development will continue to be an important focus

area for our organization and community. FY 22/23 will continue to grow the Resilient
Recovery program, including small business support and development and Ignite Tucson.
To this end, the Economic Initiatives team hired an international trade specialist,
multilingual small business navigators, and a grant-funded small business program
manager. FY 23/24 includes $6.2 M for Business Incentives.

Outside Agencies - The Recommended FY 23/24 Budget includes funding for the

continued support for specific services provided by other agencies, such as Visit Tucson
and the Arts Foundation for Tucson and Southern Arizona. Details of the City’s support
for these services follow.

Visit Tucson

The FY 23/24 Recommended Budget includes $7.3 million for Visit Tucson, up
from $6.5 million in the FY 22/23 adopted budget. The increase of $0.8 million is
driven by the growing Transient Occupancy taxes (TOT) and bed surcharges
collected. Per Arizona Revised Statute 9-500.06, the proceeds of any increase
(after April 1, 1990) above the existing discriminatory transaction privilege tax shall
be used exclusively by the city or town for the promotion of tourism. The current
agreement with Visit Tucson provides for additional funding once the City’s share
of the TOT and half of the hotel/motel room surcharge revenues combined are
greater than $9.4 million.

Arts Foundation for Tucson and Southern Arizona (AFTSA)

The agreement with AFTSA provides for additional funding as follows: once the
City's share of the TOT and half of the hotel/motel room surcharge revenues
combined are greater than $9.4 million, the City will share 10% of the combined
increase with AFTSA paid in the following fiscal year. AFTSA sets aside 15% of the
additional revenues for City public art maintenance. The FY 23/24 Recommended
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Budget projects an increase of $112K from the FY 22/23 amount of $700K for a
total of $812K. The AFTSA will provide Mayor and Council with an update of their
program at a future study session.

Jail Board

The City and the County continue to work to decrease costs related to jail boarding
and those efforts have resulted in a decrease in costs to the City over time. In FY
22/23 we rightsized the Jail boarding budget by reducing it to $5.6 million. The FY
22/23 projection is $5 M. The FY 23/24 Recommended Budget will hold at $5.6
million based on actual spending and trends.

Pima Association of Governments (PAG)

No changes to the funding of PAG are proposed as a part of the FY 23/24 budget.
The total funding of $199K is split between the General Fund ($98,420) and the
Highway User Revenue Fund ($100,580).

Funding Support is Provided for Certain Civic Events:

There are no funding changes proposed to civic events in the FY 23/24
Recommended Budget. As in years past, the amounts proposed are:
Veterans Day, $8,000

Martin Luther King Jr., $8,000

Cesar Chavez, $8,000

Tucson Clean & Beautiful, $173,940

Victim Services Program, $24,900

Metropolitan Education Commission, $19,570

Downtown Tucson Partnership, $365,000

Economic Workforce Requests for Proposals (RFP), $600,000

ARPA

In FY 21/22, and through ARPA funding, the City shifted from reaction to response and
to making a transformative and sustainable impact in the community. Through the
leadership of the Mayor and Council, the City developed a strategic plan to infuse $136
million into the hands of all Tucsonans, starting with those hardest hit by poverty, crime,
and COVID-19 in our community. Mayor and Council established a framework for the
expenditure of the ARPA dollars:

e Recovery for all, starting with communities who were hardest hit by the
pandemic.

e Invest seed money with an eye toward long-term investments to address long-
standing inequities

e Strategic Partnerships with Pima County and Pima County School Districts to
expand services to the community

e Partner with grassroots networks to connect with hard-to-reach communities

¢ New solutions and ideas as well as replicating or expanding proven successful
models
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e Data-driven and evidence-based investments that create the backbone of
Tucson's relief and recovery investments

e Transformative, strategic investments aimed at relief and a resilient recovery for
the hardest-hit communities.

FY 23/24 will include the final Community Partner Grant distribution and will begin the
wind down of ARPA funding. All APRA funding needs to be obligated by December 2024
and spent by December 2025.

FY 23/24 Departmental Budgets - The budget for every department reflects increases in
personnel to account for the compensation adjustments and the adoption of the FY 23/24
Compensation Plan, which shifted compensation ranges to better align with the market as
well as any approved supplementals. Areas of focus effecting the FY 23/24 Recommended
Budget described below will include more details around the related programming. It is
important to note that the Recommended Budget provides for the same level of services
provided in FY 22/23.

Mayor and Council
e General Fund Unrestricted $6,290,173

o $135,000 Investment Plan funding
e Civic Contribution Funds $7,000

The FY 23/24 budget includes the unclassified amounts of $250,000 for the Mayor’s
Office and $50,000 for each of the Ward Office as adopted in FY 22/23. It also includes
$100,000 for city wide special events, the use of which is to be approved by Mayor and
Council, and $5,000 per Office/Ward for special events at the discretion of the
Office/Ward.

City Manager’s Office
e General Fund Unrestricted $16,803,972

e General Fund Restricted $350,000

e Civic Contributions $12,000

e Enterprise $271,213

e Special Revenue $35,261,141 (includes ARPA)

The City Manager’s Office budget includes the following nine programmatic divisions: City
Manager’s Officer proper, Communications, Internal Audit, Zoning Examiner, Economic
and Workforce Development, Capital Planning, Independent Police Review, Equal
Opportunity Program, and the Equity Office.
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City Clerk
e General Fund Unrestricted $5,747,533

o $2,014,155 One time funding

The City Clerk’s recommended budget includes one time funding for the election cycle as
well as continued work on the conversion of microfiche and other records management
needs.

City Court
e General Fund Unrestricted $12,424,780

o $60,750 One time funding
e General Fund Restricted $795,660
e Other Federal and Grant Funds $491,656

City Court’s recommended budget includes an increase to their base budget for security
services and conflict attorney fees as well as one time funding for courtroom security
equipment and juror compensation.

Public Defender
e General Fund Unrestricted $4,425,394

The Public Defender experienced increases in their base budget due to increased training
and travel for new staff approved in FY 22/23, needed investigative services, and
increased cost for services such as legal research.

Tucson Police Department (TPD)
e General Fund Unrestricted $214,782,373

o $14,663,318 in Investment Plan funding for public safety equipment,
vehicles, apparatus, and facilities
e General Fund Restricted $2,395,501
e Civic Contributions $15,000
e Safer City Improvement Fund $23,121,540
e Federal and Non-Federal Grants $18,842,586
e Impact Fees $3,000,000

Recruitment and retention of qualified police officers and use of the alternate response
initiative proposal remain high priorities. As noted above, we are reviewing the
Department’s proposal for non-commissioned support positions that would both ease the
burden of vacancies while also progressing in the Mayor and Council and community’s
vision for policing. We will be bringing a recommendation to Mayor and Council on this
proposal in the near future. Implementation of all or part of that proposal would be budget
neutral for FY 23/24. As committed to the public with the passing of Proposition 411, a
portion of the $18 M set aside for public safety will be used to meet many of the
Department’s equipment, vehicle, and other related needs.
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Tucson Fire Department (TFD)
e General Fund Unrestricted $140,540,093

o $11,098,925 in Investment Plan funding for public safety equipment,
vehicles, apparatus, and facilities
e Civic Contributions $296,940
e Safer City Improvement Fund $28,541,960
e Federal and Non-Federal Grants $3,956,720
e Self-Insurance Internal Service Fund $477,558

Many of the Proposition 101/Tucson Delivers construction projects will come to fruition
including the rebuild of Stations 3, 10, and 14. A brand-new Fire Station 14 will be
constructed on land recently acquired from Sunnyside School District currently located at
Liberty & Drexel. Mayor & Council also recently approved the Fire Department's
participation in a regional grant application that will, if awarded, provide all-new mobile
radios to the Fire fleet and help to divert a major looming cost to the City as our current
radios reach end-of-life and end-of-manufacturer-support. As committed to the public
with the passing of Proposition 411, a portion of the $18 M set aside for public safety will
be used to meet many of the Department’s equipment, vehicle, and other related needs.

Public Safety Communications Department (PSCD)
e General Fund $26,700,466

o $200,000 in One time funding for staff support
o $7,782,384 in Investment Plan funding for public safety equipment,
vehicles, apparatus, and facilities
e Federal and Non-Federal Grants $3,148,120

Partnering with the Fire and Police departments to reduce calls requiring a response is the
major challenge that PSCD has undertaken this fiscal year. Sending calls to the right
resource, right place and right time is key. The program that PSCD is currently working on
and will continue to improve over the next fiscal year is a regional 3-1-1- system. Most
major cities provide access to government services through a single community request
process, using the Federal Communications Commission (FCC) assigned three-digit dial
string of 3-1-1. The intent of this access is to improve the community experience in
accessing and requesting these government services by reducing confusion about who
and what number to call. The establishment of a regional 3-1-1 system furthers that effort,
offering like services to all callers while appropriately directing incoming requests to the
responsible agency for resolution. During FY 22/23, steps were taken to establish
permanent staffing for 3-1-1 and begin training. As committed to the public with the
passing of Proposition 411, a portion of the $18 M set aside for public safety will be used
to meet many of the Department’s equipment, vehicle, and other related needs.
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Mass Transit
e Mass Transit Fund $123,934,668 funded with a General Fund investment of

$61,815,760
e Sun Link Fund $6,870,760 funded with a General Fund investment of $4,660,640
e Self-Insurance Internal Service Fund investment from General Fund of
$2,000,000

For three years, the City’s transit system has been fare-free. This was made possible
through federal funding for two years during the pandemic and continued through one-
time General Fund funding in FY 22/23. Community partnerships will enable this program
to continue through FY 23/24, our partnership with TMC through the AHCCCS
agreements contributing $790 K, $1 M from Visit Tucson, and $2 M from the hotel/motel
surcharge.

As with other areas in the City, the cost of liability insurance has increased for the Transit
system. Given the nature of the transit business, adequate funding through the City’s risk
management program is necessary. Based on the actuarial studies, the estimated reserve
for claims should be between $2-3 million. To maintain this reserve, and given the claims
estimates for FY 22/23, the General Fund will provide a $2 million contribution for Transit
in the Self-Insurance Internal Service Fund.

Parks and Recreation Department (P&R)
e General Fund Unrestricted $40,923,630

o $40,000 One time funding
o $3,140,000 Investment Plan funding
e General Fund Restricted $16,000
e Civic Contribution Fund $855,860
e ARPA $14,945,937
e Federal and Non-Federal Grants $6,960,303
e Capital Project Proposition Funds $44,524,340
e Development Fees Fund $6,653,000
e Tucson Convention Center $62,860

Parks and Recreation’s recommended budget reflects increases in their base budget
funding to cover increased costs of landscaping, pool chemicals, and facility maintenance
as well as $40,000 cash carry forward to complete projects approved in FY 22/23.

Transportation & Mobility (DTM)
e General Fund Unrestricted $14,321,022

o $250,000 One time funding
o $13,400,000 Investment Plan funding
e General Fund Restricted $175,500
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e ARPA $13,870,000

e Proposition 411 $58,200,000

e Capital Improvement $30,687,700

e Regional Transportation Authority Fund $49,107,100
e Impact Fees $10,824,700

e Self-Insurance Internal Service Fund $5,452,430

Transportation and Mobility has multiple major programs for delivery in FY 23/24 and into
the future. These include the Collector Street program (funded through the investment
plan), Streets and Sidewalks (funded through ARPA), and Propositions 101, 407, and 411.
The recommended budget for Transportation and Mobility includes $2 M to bring on
project management support to deliver on the large volume of projects related to these
programs. Additionally, one time funding is included for grant match, equipment needs,
and technology updates.

Environmental and General Services Department
e General Fund Unrestricted $59,628,091
o $2,400,30 in One time funding
o $8,240,000 in Investment Plan funding for facilities
e General Fund Restricted $100,000

General Services recommended budget includes $500,000 for the continuation of the
VANS program, also on the agenda for Mayor and Council’s consideration.

City Attorney
e General Fund Unrestricted $11,697,918

o $280,000 in One time funding
e Federal and Non-Federal Grants $2,490

The City Attorney’s recommended budget includes significant personnel increases for
market-based compensation increases for existing staff and three new support positions.

Planning and Development Services Department (PDSD)
e General Fund Unrestricted $11,501,993
o $400,000 in One time funding
e Federal and Non-Federal Grants $3,000

PDSD’s recommended budget includes one-time funding for facility needs and Plan
Tucson.
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Business Services Department (BSD)
e General Fund Unrestricted: $16,679,081

o $68,000 in One time funding
e General Fund Restricted: $225,296
e Internal Service Funds: $28,523,210
e Enterprise Funds: $2,562,006
e Special Revenue Funds: $4,516,844

The FY 23/24 Recommended Budget includes funding to support the continued
implementation of WorkDay and training needs for the department. Additionally, FY
23/24 separates Human Resources from the Business Services budget.

Human Resources
e General Fund Unrestricted: $8,526,546

e Internal Service Funds: $317,810
e Enterprise Funds: $975,107
e Special Revenue Funds: $741,147

Included in the recommended budget for Human Resources is $500,000 for vacancy and
innovation contingency. This funding is intended to provide the department with flexible
funding, allowing for targeting solutions and adjusting to circumstances as needed during
the year. The funding may be used for staffing or programmatic support.

Information Technology (IT) Department
e General Fund Unrestricted $40,551,515

o $2,870,000 in One time funding
o $5,150,000 in Investment Plan funding

Included in the recommended budget for Information Technology is $750,000 for vacancy
and innovation contingency. This funding is intended to provide the department with
flexible funding, allowing for targeting solutions and adjusting to circumstances as needed
during the year. The funding may be used for staffing or programmatic support.

V. Special Revenue Funds

Section 115 Pension Trust

Pension liabilities arise from the retirement benefits provided to elected officials,
employees, firefighters, and police officers. For the City, its public safety personnel
retirement system (PSPRS) pension unfunded obligation is $1.8 billion as of the June 20,
2022, actuary report and is the largest liability for the city and its residents. The strategy
to address the long-term obligation focused on borrowing funding through taxable
Certificates of Participation and investing those funds to create investment earnings as a
funding source for the obligation with the purpose to provide financial flexibility within
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the General Fund. Mayor and Council approved this strategy on October 20, 2020, and
the Trust was set up under Section 115 of the Internal Revenue Code which dedicates
these funds to the City’s PSPRS pension obligation. As of the last PSPRS actuary report,
the Tucson Fire plan is 35.9% funded and the Tucson Police plan is 35.7% funded. These
funded percentages do not take into consideration the funds that are in the City’s Section
115 Trust. As referenced above, the unfunded obligation is $1.8 billion and the trust assets
as of February 28, 2023, are $515.7 million. If the City were able to liquidate all its
investments at the amounts shown on that date, the funds would only cover 28% of the
unfunded obligation.

We revised the cash flow projection based on actual outcomes from FY 20/21 and 21/22
and are providing it to you as Attachment B. Since the establishment of the Trust, there
has been significant stock and bond market volatility, but over the last few months
investments have regained a portion of what was lost last fiscal year. For your information
we are providing the financial statements as of February 28, 2023.

Tucson Delivers, Better Streets, Safer City
e Better Streets Improvement Fund $27,658,200

e Safer City Improvement Fund $51,663,500

The sales tax authorized to fund Tucson Delivers ended on June 30, 2022. Revenues under
the program have allowed us to deliver beyond our original projections. While the revenue
is more than what was originally projected, we have also seen an increase in costs
associated with the program (both in the cost of materials and labor).

Tucson Delivers, Parks and Connections
e Great Parks: $44,524,340

e Strong Connections: $19,688,300
e General Fund: $22,431,610

The Tucson Delivers: Great Parks and Strong Connections General Obligation Bond
Program continues into its third year of implementation. Passed by Tucson voters in
November 2018, the Program invests in park amenities and bicycle and pedestrian
infrastructure across the city. Projects in FY 22/23 include the design and construction of
a variety of bicycle boulevards near downtown, central, east, and west Tucson; the design
of a pedestrian safety project along 5th and 6th Avenue; and projects at numerous parks
across Tucson investing in historical preservation, master plan buildouts, restroom
renovations, splash pads, and pools. The City will be further investing in Parks and
Connections through a General Fund transfer up to $22.4 million. This additional
investment will support the Program delivery as committed to the community including
acceleration of the projects.
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Gene Reid Park Zoo Improvement Fund
e Zoo Capital Improvement Fund $27,053,410

Reid Park Zoo saw a very strong attendance during FY 21/22. For July 2021 through
March 2022, the Zoo hosted 443,810 guests, 233% more than the previous year and 39%
ahead of the five-year average. There has been a significant increase in discounted
admission for guests participating in EBT/SNAP programs, with 18,585 this year compared
to 3,980 in the previous year, and increased use of the free zoo pass program through the
libraries. In addition, membership has been very strong, reaching an all-time high with
16,425 member households, surpassing the previous high of 14,705. Contributing to the
increase in attendance were successful Boo at the Zoo and Zoo Lights events and the
arrival of a temporary animatronic dinosaur exhibit. Surveys show that guests are coming
because the Zoo is a clean, safe place where they can enjoy the outdoors and learn about
animals.

In addition to delivering the projects outlined in the ballot measure, the focus for FY 22/23
will be to continue improving the guest experience, completing multiple master plan
components, such as, and rebuilding organizational strength to pre-pandemic levels.

Green Stormwater Infrastructure (GSI)
e Green Stormwater Infrastructure Fund $11,473,736

Mayor and Council authorized to continue the Green Stormwater Infrastructure fee
adopted in February 2020 and to continue the Storm to Shade Program supported by the
fee. The GSI fee is issued only to residents and businesses within City limits via the Utility
Services Statement, at a rate of $0.13 per Ccf of water usage. Utility customers within the
City who do not have water charges on their bill are charged based on their sewer winter
quarter average, or an average water use for their Environmental Services customer class.
The projected fund balance on June 30, 2023 along with revenue collections during FY
23/24 are anticipated to be spent on appropriate projects throughout the fiscal year.

Tucson Convention Center (TCC)
e Tucson Convention Center Fund $14,127,620

The General Fund will transfer $4,269,210 to the Tucson Convention Center. The City’s
contribution is equal to any expenses in excess of revenues and varies based on annual
revenues. The other $9.85 M is funded by event revenues and other sources, such as
facility fees, novelty items, and concessions.

Highway User Revenue Fund (HURF)
e Highway User Revenue Fund $67,781,920

HURF funding will continue to prioritize the maintenance of the roads and improving
traffic safety in Tucson rights-of-way. The HURF funding also funds personnel, utilities
(i.e. street lighting), and debt service for the LED street lights. Mayor and Council also
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approved $11,145,750 to the Collector Improvement Program. DTM will continue to
pursue federal grant dollars to support the goals of the Mayor and Council related to
complete streets, traffic safety, electric vehicle readiness, and sustainability.

Park Tucson
e Park Tucson Fund $3,724,610

e Revenue recovery $1,611,500

As discussed throughout the pandemic, pandemic-related closures had a significant effect
on revenues for Park Tucson. In FY 22/23, we expect this fund will run into a deficit. FY
22/23 will start a multi-year plan to stabilize the fund as business returns to pre-pandemic
levels.

Park Tucson revenue is anticipated to return to approximately 85% of pre-covid levels
during FY 22/23 from reduced levels due to the pandemic. The return to more normal
levels is expected to result in an increase in revenues in FY 22/23. Additionally, Park
Tucson will continue to develop contactless, online, and app-based payment solutions to
enhance the customer experience and promote public health objectives.

Housing and Community Development (HCD):
e General Fund Unrestricted $9,090,905

o $5,000,000 in One time funding
e Community Development Block Grant (CDBG) $8,696,007
e ARPA $215,740
e HOME Investment Partnership Program (HOME) $6,891,164
e Public Housing Section 8 Fund $42,112,998
e Public Housing AMP Funds $17,286,566
e Other Miscellaneous Housing Grants $11,393,466
e Other Miscellaneous Federal and Non-Federal Grant Funds $15,437,319

HCD administers community grant programs using U.S. Department of Housing and Urban
Development (HUD) and General Fund allocations to support activities administered by
departments and nonprofit organizations which advance city goals established in the
People, Communities, and Homes Investment Plan (P-CHIP). Mayor and Council approved
$5,938,765 in grant funding for this purpose which includes $4,538,765 federal program
funds and $1,400,000 in FY 23/24 General Fund to support a variety of human services,
community facility, and homeownership development activities.

In order to accept five grant awards to provide crucial services and support for the
unsheltered, Mayor and Council approved 19 new positions. These positions will support
the requirements for the Arizona Department of Housing Homeless Services Grant ($2
M), the Amazon Motel acquisition and rehabilitation ($6.1 M), the Crowd to Home Grant
($2 M), HUD Continuum of Care ($1.5 M), HEART Team - CDBG and the Lead Hazard
Reduction/Healthy Homes program.
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Mayor and Council recently approved proceeding with a 5- Year Plan to be submitted to
the U.S. Department of Housing and Urban Development (HUD) that details the need for
assisted housing in the public housing authority’s jurisdiction and describes how those
needs will be met. New activities to be addressed in this Plan include the Choice
Neighborhood grant; developing an asset repositioning plan; issuing project-based
vouchers to new developments; modernizing public housing units and applying for grant
funding for capital projects.

VI. Enterprise Funds

Environmental and General Services Department
e Environmental Services (ES) Fund $65,999,449
e General Fund $13,681,470

Tucson Water Utility (TW)
e Tucson Water Utility Fund $309,379,190

The Tucson Water Utility went 3 years without a rate increase. Approval of the 2020 rate
increase proposal was put on hold due to the emergence of the pandemic. The Utility was
able to manage through that time without significant impacts to the utility’s fund balance
and financial position because of the greater-than-normal water consumption and related
billing revenue during FY 19/20 and FY 20/21 and the deferral of capital projects and
reduced expenses. However, these measures could not be sustained indefinitely. Planning
for the utility’s financial future through a careful balance of recommended fund balance
use, staged rate and fee increases, and a proposed revenue bond will secure the utility’s
financial position over the next five years and minimize, to the greatest degree possible,
rate shock to customers.

The Water Utility is set to adjust rates:
e The CAP Surcharge (CAP and Water Resource Fee) by $0.30/Ccf to $1.00/Ccf effective
February 2023 2)
e Continue a multi-year rate cycle over four years at 5.5% revenue increases each year
effective at the start of fiscal year
o FY 2024 5.5%
o FY 20255.5%
o FY 2026 5.5%
o FY 2027 5.5%

The Water Utility is proposing issuing a $60M revenue bond to fund planned capital
infrastructure investment and temporarily relieve pressure on rates due to annual
infrastructure requirements. Further analysis will be completed by the end of the calendar
to determine if bonds will be issued to meet the Utility’s capital plan and the impact the
repayment of the debt will have on future rates.

In addition, the Utility did initiate the process with the Arizona Water Infrastructure
Finance Authority (WIFA) to acquire access to funding to address emerging contaminants
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and new water quality regulations. The new Lead and Copper Rule Improvements (LCRI)
will be promulgated before the current compliance deadline on October 16, 2024. New
requirements include: 1. Developing a lead service line inventory; 2. Developing a lead
service line replacement plan; 3. Completing a compliance tap sampling plan; 4.
Developing a monitoring plan for lead in schools and childcare facilities; 5. Complying with
additional corrosion control treatment requirements; and 6. Developing an expanded
public education and risk communication plan. Though Tucson Water has been proactive
over the decades in removing lead service lines from the City of Tucson’s distribution
system, the new rule requires knowledge of the materials located on the private
(customer) side of the meter. Developing the initial lead service line (LSL) inventory per
the new rule for the public and private sides of the meter is anticipated to be a significant
undertaking. The materials inventory will be used to develop a Lead Service Line
Replacement Plan for all nine public water systems Tucson Water owns across the region.
The LSL Replacement Plan will include removing utility and customer service lines made
of lead, zinc coated galvanized steel, and unknown pipe material. Lines made from these
materials will be replaced with copper service lines. A tiered tap sampling plan will be
established by using the results of the materials inventory and the LSL Replacement Plan.
This plan will represent the new monitoring program requirement that includes collecting
water samples and monitoring lead levels at schools and childcare facilities. The current
project estimated cost is $7 M.

Tucson City Golf
e Tucson Golf Enterprise Fund $9,310,600

During FY 22/23, Tucson City Golf continues to see strong play with rounds of golf 17.5%
higher than in FY 21/22 and revenues were 21.2% higher. We are confident that the City’s
golf courses will remain on target to pay off the General Fund loan at the end of FY 22/23
and that play at the five golf courses will continue to increase during FY 23/24.

VII. FY 22/23 & Beyond - Investment Plan

The Mayor and Council’s strategic decisions, direction, and leadership provided stability
and opportunity to the City’s financial position within its General Fund. The General Fund
on June 30, 2022 had available $183.6 million outside of its reserve levels. An “Investment
Plan” was developed that programs this one-time funding source to have a positive impact
to our community. The Investment Plan is a total of $44.5 million/year and was
programmed for FY 2022/23 through FY 2025/26. The categories are as follows:

e Climate Action Plan ($1M/yr)

e Collector Street Program ($4M/year) - note this is a part of the $15M investment
required as part of voter approved Prop 411. The remaining $11M will come from
HURF as outlined above.

e Public Safety (Equipment, Vehicles, Apparatus, and Facilities ($18M/year) - note
this investment is required as part of voter approved Prop 411.

e Facilities Maintenance Program ($2M/year)

e Parks and Recreation Replacement and Renewal ($3M/year)
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e Information Technology R&R ($5M/year)

e Transit Investment ($14.1 million in year 1; $5M/year in future years)
e Community Safety, Beautification, and Entryways ($2.5M/year)

e Art, History, Heritage, and Culture ($1.5M/year)

e Non-Public Safety Vehicle Replacement ($2.5M/year)

FY 22/23 is the first year of the Plan and not all categories will be entirely spent, as can
be seen on Attachment C. The unspent funding for Public Safety and Collector Streets will
be programmed to be spent in FY 23/24. For the other categories, unspent funding will
be programmed to be spent in FY 27/28; adding a sixth year to the plan. The total set
aside for Investment Plan spending is $66.5 million for FY 23/24.

We have found that since ADA requirements are funded in Proposition 411, the $1 million
that was originally set aside for this purpose can be reprogrammed for the Climate Action
Plan.

Budget Schedule

This is my recommended budget per the City Charter. We will also have the budget
discussion on future agendas for your consideration and discussion. May 9 will be an
opportunity for you to provide comments on the recommended budget. May 23 is
another opportunity for more discussion and consideration (adoption) of the Tentative
Budget. Please recall that once the Tentative Budget is adopted, you can change the
allocation, but not the total amount. June 6 is the proposed final budget consideration
and will be another opportunity for you to review and provide comments/changes
provided the changes are within the total budget amount.

In Summary

As you can see from the 5-year forecast, beginning in FY 2024/25, expenditures are
greater than revenues. This is mainly due to the implementation of the flat income tax and
ongoing expenditure increases greater than the growth of revenue. We will continue to
monitor the national and state economic factors and will make revisions as necessary.

Staff has spent numerous hours preparing the budget documents and | would like to
acknowledge their efforts. There are too many to mention all by name, but it did include
the Executive Leadership Team, staff from Business Services, and the City Manager’s
Office. | would also like to thank the Mayor and Council for the direction and feedback
provided leading up to this budget, which has been critical to the preparation of the FY
23/24 Recommended Budget.

Attachments:
Attachment A: FY24 Recommended Budget State Forms
Attachment B: FY24 Recommended Budget Section 115 Trust
Attachment C: FY24 Recommended Budget 5-Year Plan



Schedule B

CITY OF TUCSON

Tax Levy and Tax Rate Information

Fiscal Year 2024

. Maximum allowable primary property tax levy. A.R.S. {42-

17051(A)

. Amount received from primary property taxation in the current

year in excess of the sum of that yeat's maximum allowable
primary property tax levy. A.R.S. §42-17102(A)(18)

. Property tax levy amounts
A.  Primary property taxes
Property tax judgment

B.  Secondary property taxes
Property tax judgment

C.  Total property tax levy amounts

. Property taxes collected*

A.  Primary property taxes

(1) Current yeat's levy

(2) Prior years’ levies

(3) Total primary property taxes
B.  Secondary property taxes

(1) Current yeat's levy

(2) Prior years’ levies

(3) Total secondary property taxes
C.  Total property taxes collected

. Property tax rates
A.  City/Town tax rate
(1) Primary property tax rate
Property tax judgment

B N = <2

(2) Secondary property tax rate
Property tax judgment

(3) Total city/town tax rate
B.  Special assessment district tax rates

Secondary property tax rates - As of the date the proposed budget was prepared, the

2023 2024
21,791,530 19,325,110
21,791,530 19,325,110
37,598 880 26,168,170
59,390,410 35,493,280
20,862,000

259,920
21,121,920
37,089,000
499,920
37,588,020
58,710,840
0.5244 0.4461
0.0048 0.6040
1.4292 1.0501

city/town was operating no special assessment districts for which secondary.

Property taxes are levied. For information pertaining to these special assessment districts

and their tax rates, please contact the city/town.

* Includes actual property taxes collected as of the date the proposed budget was prepared, plus estimated property tax
collections for the remainder of the fiscal year.

Attachment A



Schedule C
Revenues Other Than Property Taxes

CITY OF TUCSON
ESTIMATED ACTUAL ESTIMATED
REVENUES REVENUES* REVENUES
SOURCE OF REVENUES 2,023 2,023 2,024
GENERAL FUND
Local taxes
Business Privilege Tax $ 280,464,770 $ 292,865,230 303,094,230
Public Utility Tax 206,457,070 27,750,150 28,361,150
Use Tax 17,532,130 15,565,370 15,879,770
Transient Occupancy Tax 11,011,500 14,796,000 15,070,800
Hotel/Motel Room Tax 7,023,030 8,502,000 8,654,000
Pawn Broker Second Hand Dealer 200,520 200,520 200,520
Property Taxes - Prior Years 250,000 250,000 250,000
Government Property Lease Excise Tax 20,910 40,000 40,000
State Shared Revenues
State Shared Income Tax $ 104,732,110 $ 104,732,400 145,680,000
State Shared Sales Tax 77,669,180 83,612,480 81,779,130
State Shared Auto Lieu Tax 28,226,910 28,226,910 29,300,140
Smart & Safe Arizona 3,000,000 1,700,000 3,000,000
Licenses and permits
Utility Franchise Fees $ 13,404,500 $ 15,690,480 17,248,480
Permits/Inspection Fees 8,989,160 10,359,360 8,332,040
Fire Permit and Inspection Fees 781,230 891,970 884,960
Cable Television Licenses 3,542,080 2,542,080 2,542,080
License Application Fees 2,857,350 2,979,570 2,981,550
Animal License and Care Fees 910,370 700,000 750,000
Liquor Licenses and Permits 899,700 945,000 945,000
Litter Assessment Fee 252,330 252,330 252,330
Alarm Permit Fee 220,000 39,900 75,000
Telecommunications Licenses and Franchise Fee 186,190 235,150 186,190
Dealer Trade Show License 87,000 74,000 45,000
Miscellaneous Licenses, Permits and Fees 30,290 30,410 30,410
Charges for Services
Administration Charges $ 13,386,030 $ 13,973,340 29,792,330
Business Services Department - - 2,590
City Attorney 25,000 20,000 20,000
City Clerk - - 5,000
Environmental and General Services 17,975,660 21,413,870 8,511,820
General Government 787,590 794,610 -
Parks and Recreation 1,897,250 2,072,210 2,089,080
Planning and Development Services 2,532,260 2,833,300 3,432,480
Public Defender 80,000 70,920 70,920
Transportation & Mobility - - 150,000
Tucson Fitre 9,801,240 11,907,300 12,165,330
Tucson Police 1,287,100 1,287,100 1,287,100
Fines and forfeits
City Attorney $ 250,000 $ 282,800 282,800
City Court 5,914,790 4,008,420 5,363,860
Tucson Police 1,827,900 1,505,250 1,506,250
Miscellaneous Fines - - 17,770
Use of Money and Property
Rentals and Leases $ 148,570 $ 230,200 430,670
Interest Earnings 1,825,240 1,825,140 1,825,140
* Includes actual revenues recognized on the modified accrual or accrual basis as of the date the proposed budget was prepared, plus estimated revenues for the remainder of

the fiscal year.



Revenues Other Than Property Taxes

Schedule C

CITY OF TUCSON
ESTIMATED ACTUAL ESTIMATED
REVENUES REVENUES* REVENUES
SOURCE OF REVENUES 2,023 2,023 2,024
Other Agencies
Dispatch Services $ 997,550 $ 775,170 $ 938,400
University of Arizona Fire Service 146,660 146,060 146,660
Law Enforcement Training 260,660 137,660 110,660
Non-Grant Contributions
General Government $ 1,019,560 $ 1,019,560 $ 805,020
Parks and Recreation 28,000 13,050 -
Tucson Fire Department 1,580,000 2,332,060 1,580,000
Tucson Police Department 1,387,470 917,070 977,470
Miscellaneous
Miscellaneous Revenues $ 187,930 $ - $ 294,260
Rebates Purchasing Card 549,760 556,690 549,760
Recovered Expenditures 348,920 340,710 438,060
Total General Fund $ 658,993,470 $ 681,443,800 $ 738,376,210
SPECIAL REVENUE FUNDS
Mass Transit Fund
Passenger Revenue $ 8,400,000 $ 5,220,000 $ 8,933,640
Advertising Revenue 1,400,000 1,400,000 2,300,000
Regional Transportation Authority 11,001,560 11,001,500 11,551,640
Other Governmental Operating Assistance 7,707,000 7,407,500 7,882,350
Special Needs - 180,000 1,155,940
Rents and Leases 720,000 555,000 720,000
Miscellaneous Revenue 455,000 455,000 1,255,000
Federal Transit Grants 20,137,220 22,684,670 28,320,340
Total Mass Transit Fund $ 49,820,780 $ 48,903,670 $ 62,118,910
Mass Transit Fund - Sun Link
Passenger Revenue $ 699,700 $ 600,000 $ 1,410,120
Advertising 300,000 300,000 600,000
Regional Transportation Authority 700,000 700,000 -
Miscellaneous Revenue - - 200,000
Recovered Expenditures - 2,600 -
Total Mass Transit Fund - Sun Link $ 1,699,700 $ 1,602,600 $ 2,210,120
Gene Reid Park Zoo Capital Improvement Fund
Business Privilege Tax $ 14,744,820 $ 14,025,870 $ 14,954,380
Use Tax 904,240 2,436,140 1,942,260
Use of Money and Property - 230,000 250,000
Total Zoo Improvement Fund $ 15,649,060 $ 16,692,010 $ 17,146,640
Better Streets Improvement Fund
Interest Earnings $ - $ - $ 125,040
Business Privilege Tax 111,600 3,814,560 -
Use Tax 8,400 145,800 -
Total Better Streets Improvement Fund $ 120,000 $ 3,960,360 $ 125,040
Safer City Improvement Fund
Business Privilege Tax $ - $ 5,721,840 $ -
Interest Earnings - - 250,080
Use Tax 240,000 218,880 -
Total Safer City Improvement Fund $ 240,000 $ 5,940,720 $ 250,080
* Includes actual revenues recognized on the modified accrual or accrual basis as of the date the proposed budget was prepared, plus estimated revenues for the remainder of

the fiscal year.



Schedule C
Revenues Other Than Property Taxes

CITY OF TUCSON
ESTIMATED ACTUAL ESTIMATED
REVENUES REVENUES* REVENUES
SOURCE OF REVENUES 2,023 2,023 2,024
Tucson Convention Center Fund
Room and Space Rental $ 1,618,820 $ 1,693,200 1,760,700
Parking 946,450 990,000 1,054,780
Catering and Concessions 3,046,110 3,186,000 3,441,480
TCC Commission Revenue - 1,550 2,800
Novelty Sales 22,300 494,840 510,000
Facility User Fees 488,310 511,200 585,800
Miscellaneous Revenue - 116,600 129,000
FEvent Ticket Rebates 323,200 750,000 609,190
Recovered Expenditures 1,630,860 1,705,400 1,825,140
Total Tucson Convention Center Fund $ 8,076,050 $ 9,448,790 9,918,890
Highway User Revenue Fund
State Shared HURF $ 59,205,100 $ 56,973,000 59,540,000
Permits and Inspection Fees 600,000 745,000 702,000
Temporary Work Zone Traffic Control 930,000 660,000 680,000
Other Chatges for Setvice 31,000 86,500 70,000
Rents and Leases 630,000 1,141,220 880,000
Proceeds from Sale of Capital Assets 810,000 362,000 312,000
Interest Earnings 100,000 190,000 100,000
Recovered Expenditures 1,160,000 1,159,920 1,760,000
Miscellaneous Revenues 99,000 209,750 135,000
Total Highway User Revenue Fund $ 63,565,100 $ 61,527,390 64,179,000
Park Tucson Fund
Parking Meter Collections $ 1,372,000 $ 1,080,700 1,267,000
Parking Revenues 3,590,520 2,990,040 3,318,510
Interest Earnings 20,000 - 10,000
Assessment Fee 80,000 70,000 75,000
Parking Violations 675,000 641,750 750,000
Rents and Leases 112,500 112,500 115,000
Recovered Expenditures/Miscellaneous Revenue - 3,000 -
Total Park Tucson Fund $ 5,850,020 $ 4,897,990 5,535,510
Civic Contribution Fund
Mayor and Council $ 39,000 $ 14,600 66,000
Parks and Recreation 3,053,010 162,380 326,010
Tucson Fitre 20,000 12,900 148,470
Tucson Police 15,000 15,000 15,000
Total Civic Contribution Fund $ 3,127,010 $ 204,880 555,480
Community Development Block Grant Fund
Community Development Block Grant $ 13,324,430 $ 13,324,430 8,596,080
Program Income 50,000 50,000 50,400
Total Community Development Block Grant Fund $ 13,374,430 $ 13,374,430 8,646,480
Miscellaneous Housing Grant Fund
Federal Miscellancous Housing Grants $ 7,703,180 $ 7,736,050 11,344,060
Total Miscellaneous Housing Grants Fund $ 7,703,180 $ 7,736,050 11,344,060
* Includes actual revenues recognized on the modified accrual or accrual basis as of the date the proposed budget was prepared, plus estimated revenues for the remainder of

the fiscal year.



















































Section 115 Trust Pension Obligation Bonds Revised Cash Flow
Revised December, 2022

Fiscal Year

Interest,

Dividends,
Realized Gains

Unrealized
Gains/Losses

Investment

Fees

Amount
Payable to
PSPRS

Balance

Beginning Cash
FY 2021
FY 2022
FY 2023
FY 2024
FY 2025
FY 2026
FY 2027
FY 2028
FY 2029
FY 2030
FY 2031
FY 2032
FY 2033
FY 2034
FY 2035
FY 2036
FY 2037
FY 2038
FY 2039
FY 2040
FY 2041
FY 2042

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

17,155,653
21,283,948
40,992,127
41,164,932
40,703,222
39,865,359
38,930,185
37,969,166
37,007,797
35,981,329
34,783,226
33,549,311
32,109,736
30,427,855
28,443,090
26,144,231
23,682,814
20,936,577
17,921,354
14,590,279
10,892,592

$

(111,157,740)
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536,183
466,758
473,237
473,927
471,338
468,179
465,162
462,558
459,772
455,807
452,005
446,762
439,761
430,459
418,788
406,252
391,719
375,392
356,873
335,730

R = e R R A e A e R < A e A e e R < < T

34,908,650
42,370,782
35,676,455
38,238,849
36,432,195
38,207,878
40,059,754
42,743,670
55,943,510
46,907,239
49,107,548
52,693,578
57,191,537
61,717,181
65,661,757
71,267,755
77,153,453
83,289,967
90,424,948
94,704,323
34,784,574

B P PO PP DR PRSP DR PRSP HH PR H R

644,895,220
662,050,873
536,732,248
534,886,834
539,902,075
541,892,521
544,854,347
545,108,475
542,552,726
536,354,295
515,932,342
503,352,521
487,342,280
466,311,676
439,108,233
405,403,683
365,467,369
317,476,177
260,867,582
195,123,577
118,932,036
34,784,574
0



Attachment C - Revised 5-Year Projections

. Growth FY23 Revised FY23 FY24 FY25 FY26 FY27 FY28
Worklng Document 4/12/2023 Rate FY22 Actuals Budget Projections Preliminary Projections Projections Projections Projections

Total Revenues S 653,166,408 S 672,227,380 S 697,219,387 §$ 753,029,750 S 760,934,943 S 769,146,850 S 791,177,097 S 813,875,243
Total Expenditures 574,233,566 637,825,370 632,752,691 725,654,952 775,698,675 801,045,853 817,747,791 849,374,007
Sub-total Operating Revenues Over/Under Expenditures 78,932,842 34,402,010 64,466,696 27,374,798 (14,763,732) (31,899,004) (26,570,694) (35,498,764)

Listing of Investment Plan and One-Time items (Not included in Expenditures Above)

Investment Plan

Climate Action - 1,000,000 1,030,000 1,000,000 1,000,000 1,000,000 1,000,000
Art, History, Heritage, and Culture - 1,500,000 14,800 1,545,000 1,500,000 1,500,000 1,500,000 1,485,200
Collector Street Program - 4,000,000 - 8,000,000 4,000,000 4,000,000 4,000,000 -
Community Safety, Beautification, and Entryways - 2,500,000 - 2,575,000 2,500,000 2,500,000 2,500,000 2,500,000
Facilities Maintenance Program (R&R) - 2,000,000 236,700 2,060,000 2,000,000 2,000,000 2,000,000 1,763,300
Information Technology R&R - 5,000,000 3,220,400 5,150,000 5,000,000 5,000,000 5,000,000 1,779,600
Non-Public Safety Vehicle Replacement - 2,500,000 145,000 2,575,000 2,500,000 2,500,000 2,500,000 2,355,000
Parks and Recreation R&R - 3,000,000 1,760,000 3,090,000 3,000,000 3,000,000 3,000,000 1,240,000
Public Safety (Equipment, Vehicles, Apparatus, and Facilities) - 18,000,000 644,851 35,355,149 18,000,000 18,000,000 18,000,000 -
Transit Fare Program - 9,100,000 9,100,000 - - - - -
Transit Capital - 5,000,000 - 5,150,000 5,000,000 5,000,000 5,000,000 5,000,000

Investment Plan Total - 53,600,000 15,121,751 66,530,149 44,500,000 44,500,000 44,500,000 17,123,100

Cash Carry Forward and One-Time ltems
Cash Carry Forward and One-Time Items - 28,500,952 14,078,313 15,387,915 - - - -
Business Incentives 275,292 1,633,950 6,189,000
Prop 407 Support (assigned fund balance) 22,500,000 - - - - -
Affordable Housing (unplanned) - 13,000,000 - - - - -
Total Cash Carry Forward and One-Time Items - 51,276,244 28,712,263 21,576,915 - - - -
Total Planning and One-Time ltems 104,876,244 43,834,014 88,107,064 44,500,000 44,500,000 44,500,000 17,123,100
Available Fund Balance 183,563,501 183,563,501 204,196,183 143,463,917 84,200,185 7,801,181 (63,269,512)
Total Operating Revenues/Expenditures 34,402,010 64,466,696 27,374,798 (14,763,732) (31,899,004) (26,570,694) (35,498,764)
Less Total Planning and One-Time Items (104,876,244) (43,834,014) (88,107,064) (44,500,000) (44,500,000) (44,500,000) (17,123,100)

Projected Yearend Available Fund Balance S 113,089,267 $ 204,196,183 S 143,463,917 $ 84,200,185 $ 7,801,181 $ (63,269,512) $ (115,891,376)
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